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COMMENTARY 


Saudi Arabia’s Policy Toward non-OPEC 
Countries 


YOSSI MANN 


The 2008 energy crisis raises questions with regard to Saudi 
Arabia’s status in the global oil market in general and within the 
Organisation of Petroleum Exporting Countries (OPEC) in par- 
ticular. Over time, several circumstances such as disagreement 
amongst OPEC members, the challenge of the alternative energy 
industry, and the growing influence of petro-traders have restricted 
Saudi Arabia’s influence on the oil market in general and within 
OPEC in particular. This commentary adds another dimension to 
the analysis of Saudi Arabia’s status in the oil market, by defining 
the relations between Saudi Arabia and two leading and important 
oil exporters unaffiliated to any petroleum organisations: Russia 
and Norway. 


The 2008 energy crisis raises questions with regard to Saudi Arabia’s status 
in the global oil market in general, and in the Organisation of Petroleum 
Exporting Countries (OPEC) in particular. In the recent past, several circum- 
stances such as disagreement amongst OPEC members, the challenge of the 
alternative energy industry, and the growing influence of petro-traders have 
restricted Saudi Arabia’s influence in petroleum diplomacy. This commen- 
tary adds another dimension to the analysis of Saudi Arabia’s status in the oil 
market by defining its relations with two leading and important oil exporters 
unaffiliated with any petroleum organisations, including OPEC: Russia and 
Norway. It is crucial to analyze Norwegian and Russian oil policy to pinpoint 
the main points of their agreement and disagreement with that of the Saudis. 
Flowing from this assessment, it will be easier to understand the problems 
that these oil-exporting nations might face in the future. And whether Saudi 
Arabia will be able to convince Norway and Russia to agree to joint policy 
is a central consideration. 
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Since OPEC’s founding in 1960, researchers and people in the oil indus- 
try have been continuously attempting to evaluate the organisation’s status 
in the global oil market. That more than two-thirds of the world oil reserves 
are in the organisation’s possession and that its member-nations export 
55 percent of daily world oil production makes OPEC powerful; and yet, 
despite that dominance, its influence on the market has lessened in the last 
two decades.' Although most experts agree that OPEC has the ability to pre- 
vent sharp price decreases, there is much debate as to its influence in the 
market when prices are high and cause recession. 

Several elements have contributed to OPEC’s decreased status. For 
example, several member-states’ production capacity has been severely 
affected in recent years. Under economic sanctions for years and despite the 
2011 “Arab Spring,” Libya has difficulty in increasing oil production due to 
the lack of foreign investment. Algeria, on the other hand, has had a natural 
decrease in oil production in the last decade and needs significant develop- 
ment work on its infrastructure to rehabilitate it. The international economic 
sanctions imposed on Iran have limited the development of that country’s 
oil reserves and hindered its oil production rate. Like Algeria, Nigeria’s oil 
industry requires considerable infrastructure investment, thus it has bor- 
rowed large amounts of money from some members of the Organisation for 
Economic Co-operation and Development (OECD). In addition, the OPEC 
governments’ traditional suspicion of public companies hinders co-operation 
and, in the end, the increase of the production rate. Furthermore, the oil cri- 
sis that erupted in 1998 exposed OPEC’s inability to enforce the decisions 
made within the organisation. Because of that weakness and the sharp rise 
in demand for oil, the status of non-OPEC oil producers, particularly Norway 
and Russia, have improved at OPEC expense.’ 

Researchers who consider OPEC to be an influential factor in the oil 
market attribute a central role to Saudi Arabia within the organisation and 
within the industry in general. The Oil 6 Gas Journal estimates Saudi Arabia’s 
oil reserves at 266.7 billion barrels, approximately one-fifth of proven world 
oil reserves.’ In this context, Saudi Arabia is reckoned to have had a high 
production rate of 10.5—11 million barrels a day as late as 2008. Even so, sev- 
eral studies consider Saudi Arabia to be an equal partner in OPEC, although 
analyses published in the 1970s could not evaluate OPEC’s international 
influence. On the other hand, after the oil crisis of the 1970s—early 1980s, 
most studies published in the subsequent two decades considered Saudi 
Arabia to be an influencing factor within OPEC. More recently, analyses 
claim that the rise in importance of non-OPEC exporters has limited Saudi 
Arabia’s power and forced it to co-operate with them to attain an appro- 
priate target price. Others accredit Saudi Arabia with a multi-powered role 
that limits the other OPEC members’ leeway. They claim that, in most cases, 
Saudi Arabia sets a target price reflecting its own needs, and the other OPEC 
members then proceed to conform. When oil prices slumped in December 
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2008, for example, Saudi Arabia hastily cut down on its production without 
consulting its partners in OPEC. 

In the latter half of the 1990s, Saudi Arabia’s status in OPEC weakened, 
and a situation attributed to Saudi inability to enforce the organisation’s 
decisions and to ensure a pragmatic oil policy. Although the oil crises of 
1986 and 1998 proved that Saudi Arabia was capable of exercising authority 
over recalcitrant member-states, in the long term, it proved ineffective in 
enforcing production discipline. From 2002, that ineffectiveness deepened 
with the significant decrease in both Saudi Arabian and other OPEC member- 
state spare capacity. As a result, having in the past inundated the oil market 
when it wished to demonstrate its displeasure with recalcitrant states, Saudi 
Arabia now had a weakened deterrent capacity. At this stage, in the face of 
a sharp increase in demand and an inability to penalise, agreements were 
more frequently violated and Saudi Arabia was perceived as much weaker 
than before.* 

Saudi Arabia’s limited ability to enforce OPEC decisions is also due to 
the organisation’s unique structure. Unlike other commodity cartels, such as 
those for coffee and diamonds that have effective enforcement and penal- 
isation systems, OPEC has limited influence and lacks a mechanism either 
to penalise recalcitrant states or systematically supervise member-state oil 
exports. Although OPEC did establish a supervisory committee after the 
1986 crisis, supervision, unlike that of the coffee cartel, is irregular and 
random. Furthermore, OPEC is not the supreme authority in terms of the 
member-states pumping policy and actually deals more with co-ordinating 
matters other than in policy-making. Ultimately, OPEC is unable to com- 
pensate countries that are economically hit by production cut-backs and, 
as such, encourages economically weak countries to cheat and to produce 
more than the agreed amount of oil to make larger profits.’ 

The 1986 and 1998 oil crises exposed the rising importance of non- 
OPEC oil exporting countries. OPEC learned from the 1986 crisis, for 
example, that sharp increases in oil prices boost production in countries 
such as Russia and Norway and diminish OPEC’s segment in the market. 
After the 1998 and 2008 crises, on the other hand, Saudi Arabia came to 
realise that OPEC is incapable of setting a minimum price without the sup- 
port of non-OPEC oil exporters and that an ongoing dialogue serving the 
interests of all sides is therefore necessary.° 

The increase in oil prices and environmentalist arguments about the 
deleterious influence of hydrocarbons on the climate, as well as the interna- 
tional economic crises that periodically erupted since the early 1990s, have 
induced OPEC and Saudi Arabia to re-examine their relations with Norway, a 
leading oil and gas exporter. In 2008, it ranked sixth in the world—Kuwait, 
Iran, the United Arab Emirates, Saudi Arabia, and Russia taking the top 
places. According some estimates, Norway has proven reserves of 6.7 billion 
oil barrels, placing it in first place in Western Europe. But the Norwegian 
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FIGURE 1 OPEC share of world crude oil reserves (2007) (color figure available online). 


industry has nevertheless had to contend with its own limitaions, such as a 
sharp drop in production rates and a dwindling of its reserves (see Figure 1). 
Indeed, in 2001, Norway produced 3.42 million barrels of oil a day but, by 
2008, daily production had decreased to 2.47 million barrels.’ 

Research into the Norwegian oil industry has revealed cause for con- 
cern. In 2007, there were 50 active oil fields, but only one-fifth produced 
over 100,000 barrels per day. Other than having fewer large oil fields, there 
has also been a sharp decrease in production in the remaining ones; thus, 
production dwindled at a rate of 13 percent per year and at an even higher 
rate in the smaller fields such as those of Jotun and Troll (see Figure 2). The 
fact that this overall reduction constituted an ongoing symptom of Norway’s 
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FIGURE 2 Death of Norwegian giants (color figure available online). 


Source: Norwegian Ministry of Petroleum and Energy. 
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petroleum industry for many years is indicative of how difficult it might be 
for Norwegian production rates to recover; and, indeed, research between 
1986 and 1995, which examined 60 oil fields, showed that most of them 
were not yielding profits and had very limited economic potential. Research 
also showed that most of the Norwegian fields were both too small and too 
far removed from existing infrastructure; and they were on average seven 
years old, whilst fields on the British side of the North Sea were newer.® 
Furthermore, consisting of a combination of oil prospecting and refining to 
make the commodity more marketable, the Norwegian production process 
took on average three times longer than either that in the British North Sea 
oil fields or the Gulf of Mexico. And Norway’s industry found gas rather 
than oil in most of its fields, which further reduced the energy companies’ 
activity in the area. Nonetheless, according to International Energy Agency 
estimates, almost one-half—about 47 percent—of Norwegian reserves have 
yet to be exposed, so that a combination of high oil prices and effective 
government policy can ameliorate Norway’s status in the years to come. 
Norway still has a significant role to play in the international oil market due 
to its potential. 

Given this potential, Saudi Arabia would like greater co-operation with 
Norway over petroleum diplomacy. However, the Norwegian government 
and Norwegian public opinion divide on the matter of such a partner- 
ship. Many Norwegians believe that co-operation is detrimental to Western 
consumers and to the environment. Furthermore, as high oil prices can 
have a negative effect on economies in Third World developing countries, 
co-operation with OPEC does not appeal to those Norwegians who support 
providing aid and helping to rehabilitate weak countries. On the other hand, 
some in the oil industry believe that Norway will find it difficult to raise the 
oil target price to where it wants it and to guarantee investments in energy 
infrastructure without such co-operation. This belief explains why, in 2002, 
the Norwegian government supported publicly the need for co-operation 
with OPEC to secure the future of its oil industry. And, indeed, Norway has 
taken part in OPEC conventions and seminars on several occasions, although 
it seems that pressure exerted on the domestic front by Norway’s political 
allies has confined relations to issues on the Norwegian agenda—in particu- 
lar climate and environmental matters. Still, OPEC also understands that full 
co-operation will take a financial toll on the organisation, as it would raise 
Norway’s status in the market at the expense of the OPEC member-states.’ 

Nonetheless, common interests do exist between Arabia and Norway. 
Their bilateral relations began to warm in the late 1980s with the develop- 
ment of the North Sea oil industry. The two states previously had relatively 
neutral relations, and the unique, independent policy that Oslo had adopted 
in the 1980s had made co-operation difficult. Norway’s geographical posi- 
tion and its economic and political link to the European Union (EU) and 
the United States was and is a stabilising factor in its oil policy; it sees little 
advantage in hurrying to co-operate with Saudi Arabia if that co-operation 
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could be detrimental to the global economy and, particularly, to the United 
States and EU countries. The fact that Norway is trying to develop sectors 
in its economy other than energy enables its government to have a mod- 
erate policy and to consider Saudi—Norwegian collaboration only when 
production costs are higher than oil prices. Indeed, Norway adopted that 
policy during the 1998 crisis and during the oil price collapse in 2009 when 
government income fell significantly and increased production became not 
worthwhile. '° 

Worldwide awareness of the oil industry’s influence on the climate and 
environment has become a common denominator between Norway and 
Saudi Arabia; both governments believe it is illogical to demand that coun- 
tries with developed oil industries reduce their hydrocarbon emissions to the 
same level as countries lacking significant oil resources. In addition, like the 
Saudis, the Norwegians consider that if taxes continue to be imposed based 
on emission levels, they will have a detrimental impact on the oil exporting 
countries. At the same time, higher taxes will lead to a further increase in oil 
prices because they will add to the cost of oil, gasoline, and other petroleum- 
based products. Along the same lines, both Norway and OPEC fear that high 
taxes on excess emission will strengthen the renewable energy industry at 
the expense of fossil energy production. Saudi Arabia and Norway therefore 
wish to co-operate to minimise the economic influence of the new climate 
measures by installing systems such as carbon capture and storage systems 
that aim to capture carbon dioxide emissions and bury them underground or 
place them underwater. In return for their investment into that technology, 
they are asking for such systems to be recognised as carbon credits that they 
can trade with countries that do not meet the permitted emission targets. 
At this stage, however, environmental organisations are opposed to the oil 
states’ proposal, claiming that recognition of the technology for the purpose 
of carbon credits will reduce investment in renewable energy." 

Despite their common interests, the rapprochement between Norway 
and Saudi Arabia on climate matters is very limited. The two countries’ 
socio-economic structures are very dissimilar, meaning that each will con- 
tend with matters differently as world pressure continues to grow. Norway 
has considerably lower oil consumption than Saudi Arabia, and Norway will 
find it hard to adopt OPEC’s harder line towards climate and environmen- 
tal pressures because Norwegian public opinion favours the 1997 Kyoto 
Protocol, designed to reduce global warming. In addition, Norway has a 
very developed alternative energy industry that helps to lower the threat of 
the so-called “Dutch Disease”—a sharp rise in exchange rates that inflicts 
damage on traditional export markets. Oslo will thus be able to minimise 
oil consumption in the coming decades and position itself as an alternative 
energy machinery exporter at the expense of fossil energy. As Norwegian 
oil reserves are also much more limited than those of Saudi Arabia, the long 
run will see far less emissions in Norway. Furthermore, its population is 
smaller and significantly older that Saudi Arabia’s, meaning that the influence 
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of taxes on energy sources will affect its economy much less than it will that 
of the OPEC states. Finally, Norway is gaining experience in dealing with 
the effects of emissions on oil industry profitability: it was the first coun- 
try to impose taxes on emissions and already set up the infrastructure for 
carbon capture and storage in 1996. Whilst taxes on emissions present a 
problem and a challenge for Saudi Arabia, Norway is well prepared socially, 
economically, and technologically for change. In the long term, therefore, 
cooperation between the two sides will be very limited.'* (See Figure 3). 
The course of Saudi Arabian relations with post-Soviet Russia has fol- 
lowed a different road than that with Norway. During the Cold War, relations 
between the Soviet Union and Saudi Arabia can be characterised as filled 
with tension and suspicion. The tension began in the 1960s because of 
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competition over controlling of European and Asian petroleum markets and 
because of the ideological clash between Saudi Arabia’s Islamic society and 
government and the Soviet-style of atheistic Communism. In addition, the 
Russians blamed Saudi Arabia for creating an oil policy that they argued 
sometimes undermined the Soviet economy. At the end of the 1980s, Saudi 
Arabia’s policy was to keep oil prices low, which had a devastating effect on 
one of the Soviets’ most important exports. Conversely, the Saudis blamed 
Soviet leaders of taking advantage of the Arab-Israeli conflict to gain a larger 
circle of clients for the Soviet oil industry. During the 1967 war, the Soviets 
pressurised the Middle Eastern OPEC member-states into imposing an oil 
embargo on the West to achieve Russian political and defence objectives. 
The embargo only lasted a few weeks, but it resulted in several Asian and 
East European countries buying oil from the Soviet Union, thereby taking a 
segment of OPEC’s market. Despite mutual suspicion, after this war, how- 
ever, the two sides managed gradually to come to agreement on oil policy. 
In fact after the 1986 oil crisis, Soviet Russia and Saudi Arabia, together with 
other OPEC states, decided to co-ordinate their extraction rates and raise 
their prices to stabilise their economies." 

A number of elements have shaped Saudi Arabian—Russian relations 
since the collapse of the Soviet Union in 1990-1991. In recent years, Russia 
has gained both economic and political power thanks to its energy industry. 
Its roots lay with the determination of post-Soviet Russian leaders to have 
Russia become the biggest oil and natural gas exporter in the world at the 
expense of Saudi Arabia and OPEC. Russia’s path towards establishing its sta- 
tus in the world energy sector was full of pitfalls and clashes, both domestic 
and international. In the beginning the new Russia had difficulty rehabilitat- 
ing the industry that it inherited from the former-Soviet Union due to a lack 
of government support and a dearth of technology; both factors resulted in 
unprecedented lows in production and export abilities. As long as Russia’s 
oil industry was weak, OPEC had an indifferent relationship with Russia as 
it presented no threat to OPEC’s hegemony on the world oil market. But 
towards the end of the 1990s, with Russia’s growing rapprochement with 
the West and the subsequent appearance of willing investors, the Russian 
oil market began to prosper and compete with OPEC in the wider world. 
That rivalry also reflected in the shaky political relations between Russia and 
OPEC member-states. Russian rapprochement with the West and some of 
the OPEC countries’ support of Islamic terrorists working against Russia, as 
well as the Iranian attempt to gain supremacy in the Caspian Sea, were the 
cause of much tension. 

Between 1998 and 2001, oil companies in Russia supported low prices. 
This policy weakened OPEC profits, which in fact engendered a severe 
diplomatic crisis between Riyadh and the Kremlin. In addition, Saudi Arabia 
considered the military co-operation between Iran and Russia, which inten- 
sified after 2002, to be a strategic threat. From the Russian perspective, Saudi 
Arabia’s financial support to Moslem rebels in Chechnya infuriated Moscow. 
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Nonetheless, since 2003 due to the tension in Saudi—American relations dur- 
ing the George W. Bush Administration and its response to Iraq and Al 
Qaeda following 9/11, relations between the two states have improved. 
Suffusing this rapprochement had been the Russian limitation of arms deal- 
ing with Iran via Saudi Arabian acquisitions and Saudi Arabia’s relinquished 
support of the Chechen rebels." 

After 2002, resulting from sharp increases in taxes on energy companies, 
enormous investments in oil and gas infrastructure, and Kremlin desires to 
raise profits, the target price of oil rose and Russia found some common 
interest with OPEC. The Saudi royal family, however, believed that whilst 
OPEC member-states were cutting down on production to ensure profits 
from oil exports, Russia is not doing the same and continued to export large 
quantities to improve its status in the European and Asian markets. That 
policy frustrated Saudi Arabia, which cut production more than any other 
country whilst it competed with Russia to be the largest oil exporter in the 
world.» 

Towards the end of 2008, when oil prices dropped sharply, the Saudis 
tried assiduously to persuade the Russians to adopt OPEC’s stance and cut 
oil production. The most efficacious means to do so would be through 
co-operative initiatives. In October 2008, OPEC Secretary-General Abdalla S. 
al-Badri went on an official visit to the Kremlin but achieved no significant 
results other than general declarations about the need for co-operation. Only 
after a further drop in prices and intense pressure from Saudi Arabia did the 
Russians and their Azerbaijani allies agree to cut production and fall into 
line with OPEC. It appears, however, as though that co-operation will only 
continue only as long as oil prices are low and Russia confronts reduced 
profitability from its oil fields.'° 

At the same time with the rise in demand for energy products from East 
and South Asian countries—and China, in particular—the rivalry between 
Russia and OPEC will become greater. Indeed, in the past few years, Russia 
has taken some steps to improve its status on the Asian market. These 
steps include Russian companies taking over the oil fields in the Sakhalin 
Islands adjacent to Japan and laying down pipelines to transport oil to 
China. The Saudi government reacted to the Russian oil companies by work- 
ing to strengthen ties with China to retain control over the Asian markets. 
Throughout 2005, it signed several agreements, the most important of which 
was a co-operation project to build oil refineries in China. But despite Saudi 
efforts to dominate the Chinese market, Chinese imports of oil products from 
non-OPEC countries, in particular Russia and Angola, rose significantly and, 
therefore, the struggle over the control of the Asian markets will continue to 
threaten the relations between the countries in the coming years. '” 

Co-operation through fashioning joint policy with oil-producing states 
outside OPEC has a long-term goal of Saudi oil diplomacy. In terms of OPEC 
and Norway, their relations will be shaped in accordance with the price of 
oil as well as international awareness about the matter of climate change. 
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A sharp drop in oil prices will probably induce the two sides to strengthen 
their ties to secure a suitable target price. A sharp increase in oil prices, 
on the other hand, might cause the Americans and the Europeans to put 
pressure on Norway to raise production to create market stability. To balance 
its economic needs and its commitment to the OECD states, Norway will 
need to rehabilitate its oil infrastructure by charging higher oil prices than it 
did between 2004 and 2006. Beyond this possibility, the decisions made on 
environmental matters will determine largely Saudi-Norwegian oil relations. 
A hard-line towards the oil producing countries will bring the sides closer 
together, whilst a moderate stance will minimise Norway’s co-operation with 
Saudi Arabia and OPEC because of that country’s economic, technological, 
and social characteristics. 

Despite historical antagonism that emerged in the Soviet period and 
some post-1991 political irritations caused by Russo—Iran arms deals and 
the Chechyn issue, Saudi efforts to build co-operation with Russia have 
advanced and had some success. In fact, reaching a climax at the end of the 
1990s, the antipathy between the two sides changed and led to an oil policy 
acceptable to both sides. The common interest of both sides to preserve 
oil prices at a rate that reflects their respective economic needs will keep 
them committed to co-operating. Russia appears to understand that, despite 
its own political and economic power, Saudi Arabia remains an important 
force on the world oil market. Saudi Arabia, for its part, understands that 
Russia is an important Power on the rise, and to influence world oil prices, 
it needs to keep a good working relationship with Moscow. Nevertheless, 
as with Norway, Saudi co-operation with Russia has limitations; the seeking 
of joint prescriptions is susceptible to a range of economic, political, and 
public opinion shifts that might occur. 

The 2008 energy crisis raised questions about both Saudi status and 
that of OPEC in the global oil market. A crucial dimension in under- 
standing Saudi Arabia’s position in the oil market evolves from defining 
its relations with major non-OPEC oil exporting states unaffiliated with 
any petroleum organisations, including OPEC. Norway and Russia are the 
two most important. Clearly, Oslo and Moscow determine Norwegian and 
Russian oil policies based on their individual calculation of their national 
interest, the Norwegian variant shaped to a degree by domestic political 
pressures deriving from the environmental movement. Saudi Arabia might 
wish to build great co-operation and establish joint policy with these two 
states, but any success comes from the willingness of Norway and Russia to 
do so. When it is not in their perceived interest to do so, they will pursue 
their own oil policies regardless of what Saudi Arabia and OPEC do with 
theirs. Such a process will underscore Norwegian and Russian approaches 
to the problems that they will undoubtedly face in the future. Saudi Arabian 
policy inside and outside of OPEC will have to be made and implemented 
with this central consideration in mind. 
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